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Overview

Companies seeking to raise capital should caysetolhsider the alternative methods of
issuing securities. A variety of factors influertbe structure of a company and its securities
offering, including the amount of capital requirtitg stage of development of the company, tax
considerations, the necessity for liquidity, costsing, the differing requirements of federal and
state law, and other issues. Companies issuingises (“issuers”) must balance these factors in
determining which fund-raising method is approgriat

Issuers may consider several alternative methbidswing securities to raise capital: a
private placement pursuant to statute or the ‘“safbor” of federal Regulation D Rule 506; a
federally and state-registered public offering gsiarious SEC registration forms; a public offering
pursuant to federal Regulation D Rule 504 and AdzBule 140 of up to $1 million solely to
“accredited investors”; a public offering pursuamRule 504 and Arizona Rule 134 “Uniform
Limited Offering Registration” (“ULOR”) of up to $hillion; an Arizona-registered “intrastate”
offering in an unlimited amount; or a federal Regioin A public offering registered in Arizona of
up to $5 million.

The Division is available to answer questions géaeral nature regarding the registration
process or exemptions from registration and welcoisgiers desiring to have pre-filing
conferences in order to address particular matfersncern to issuers. The Division cannot,
however, provide legal counsel.

This document is an overview and is not intendedtbe a comprehensive
analysis of securities offerings, registration, oexemptions from registration.
This document is not a substitute for competent lej counsel. Issuers of
securities should consult with legal counsel, accotants, and investment
bankers regarding the specifics of various alternate methods of raising
capital, and the application of those methods to #hspecific facts and
circumstances of the issuer. Issuers should natly on the accuracy of this
document, but should carefully review all applicab¢ statutes and regulations.
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The following overview discusses in general tersgegal of the commonly used methods of
issuing securities to raise capital. For additiamfarmation about raising capital and a discussio
of federal law, seQ&A: Small Business and the SEGH the Securities and Exchange
Commission web site.

In this paper, explanations and citations are plewin footnotes, which should be reviewed in
connection with the narrative. The document isoized as follows:
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Introduction.

The Arizona Securities Act governs the sale aerdfir sale of securities within or from
Arizona." dictating registration and antifraud provisioriSecurity” is defined in A.R.S. § 44-
1801(26Y “offer to sell” or “offer for sale” is defined iA.R.S. § 44-1801(15)and “sale” or “sell”
is defined in A.R.S. § 44-1801(21).

To determine whether an instrument falls withie statutory definition of “security,” the
substance rather than the form of the instrumesdnsidered. Judicial interpretation and tests
supplement the statutory definition. An issuenstite cautious in its determination of the nature
of the instrument it intends to offer and the aggiility of the Arizona Securities Act. Essentiall
if the purchaser will be a passive owner—relyingsomeone else’s efforts or conduct in order to
make money on the investment—the instrument isgiigta security.

The Arizona Securities Act offers a number of eggoms from registration for transactions
and securities offered in a variety of circumstanagcluding circumstances other than offerings by
an issuer for the purpose of raising capital @ghange offers, offers by nonissuers, etc.). &hes
exemptions are not discussed in this docuréfar purposes of raising capital through offerinfys
securities, an issuer should be familiar with ggstration requirements and exemptions from
registration outlined on the following pages.

Il. Exemptions from Registration.

Securities sold or offered for sale within or frémzona must be registered with the
Securities Division of the Arizona Corporation Corssion (“Division”) or be subject to an
exemption from such registratiénRegistration or an exemption therefrom must atsmr on the
federal level and in any other state in which the issuer wantsfer the securities. Many state
exemptions correspond with federal exemptionsthmitequirements of state exemptions are not
necessarily identical to those of federal exemptioif an issuer does not register the offering,

1 Offers for sale of securities placed on thermet in compliance with A.A.C. R14-4-142 are exefnpm the

provisions of A.R.S 88§ 44-1841, 44-1842, and 44132%Xcept offers for sale from Arizona or involvisgcurities
that will be sold in Arizona.

2 “Security’ means any note, stock, treasury stdnd, commodity investment contract, commodityiapt
debenture, evidence of indebtedness, certificaieterfest or participation in any profit-sharing@gment,
collateral-trust certificate, preorganization déstite or subscription, transferable share, invesiincontract, viatical
or life settlement investment contract, voting-treertificate, certificate of deposit for a secyyriractional
undivided interest in oil, gas or other minerahtigy real property investment contract or, in gahemy interest or
instrument commonly known as a ‘security’, or aeytificate of interest or participation in, temprar interim
certificate for, receipt for, guarantee of, or veautror right to subscribe to or purchase, any efftiniegoing.”

3 An “offer to sell’ or ‘offer for sale’ means aattempt or offer to dispose of, or solicitationasf order or offer
to buy, a security or interest in a security foluea. . . .”

4 “3ale’ or ‘sell means a sale or other dispositiof a security or interest in a security for valard includes a
contract to make such sale or disposition. . . .”

®  See Arizona Revised Statutes §§ 44-1843 and 44-18#d also the National Securities Markets Improvement
Act of 1996 (15 U.S.C. 77r) for “covered securitias defined by that act, for which state regulatiegarding
securities registration is preempted.

® AR.S. §44-1841. Section 44-1842 requires regfisin of any dealer or salesperson (as defingd4a-1801)
offering or selling securities from or within Arina. Violation of either of these sections is @sla felony.

" 15U.S.C. § 77a&t seq.



failure to meet the requirements of an exemptisolte in an unregistered offering and the
accompanying penalties and liabilities, includimggmtial criminal liability®

The following is a general discussion of the exéomg from registration most commonly
used by issuers offering securities for the purpdsaising capital in Arizona and an exemption
from registration of offers made solely to solintlications of interest. This discussion is not a
comprehensive treatise on the applicable seculdesdoes not address factors specific to an
issuer, and is not a substitute for competent legahsel. An issuer should review the applicable
rules and statutes for the specific requiremeiatsttie issuer must meet to qualify for the exenmptio
or for registration.

A. Statutory Private Placement Exemption.

Section 4(2) of the federal Securities Act of 1@B@ “1933 Act”) provides an exemption
from the registration provisions of section 5 af #9833 Act for “transactions by an issuer not
involving any public offering.” Section 44-1844(A) of the Arizona Securities Act provides a
similar exemption. These exemptions from the teggisn requirements of the 1933 Act and the
Arizona Securities Act each are referred to asadUwory private offering exemption.” The
statutory private offering exemption has developest the years through interpretations by the
Securities and Exchange Commission (the “SEC”)canuit cases.

The SEC and judicial interpretatidiave developed the requirement that in order to
satisfy the statutory private offering exempticales of securities can only be made without
advertising (or any other form of “general solitda”) to a limited number of “sophisticated
persons® with “access to the information that would be infgd in a registration statemefft.’An
offer of securities to even one unsophisticatedgerhowever, can result in the loss of the
exemption:? If an issuer intends to rely upon the statutaiygte placement exemption, the
Division recommends that the issuer obtain assisttmunderstand and comply with the
requirements of the exemption, as expressed in@aasand SEC interpretations. The statutory
private placement exemption is self-executing;ias no filing requirement.

B. Federal Regulation D and Arizona Rule 126 Limitd Offering Exemptions.

Arizona has adopted Arizona Administrative Code £.C.”) R14-4-126 (“Rule 126") as
its counterpart to federal Regulation D. Federdu®ation D consists of Rules 501 through 508
promulgated by the SEC under the 1933 Act and dedwexemptions from registration for two

8  See Arizona Securities Act, Articles 14 and 18ee also A.R.S. §§ 13-601et seq., regarding Arizona criminal
penalties and liabilities. These are not excluséraedies.

Arizona looks to federal interpretations of setiesilaw for guidanceVairo v. Clayden, 153 Ariz. 13, 734 P.2d
110 (Ct. App. 1987).

19" The Ninth Circuit Court of Appeals has adoptedarfpart test to analyze the validity of an assepevate
offering exemption, which focuses on the number sophistication of offerees, the size and mannénebffering,
and the relationship of the offerees to the issb#r SEC v. Murphy, 626 F.2d 633 (9th Cir. 1980).

1 «gpphisticated” purchasers are purchasers whereitlone or with their purchaser representativers lsach
knowledge and experience in financial and businesiters that they are capable of evaluating thétsrend risks
of the prospective investment.

2 The issuer should provide the offeree with anraffedocument that discloses the pertinent inforomatunless
offeree occupies a privileged position relativéhte issuer that affords the offeree actual acaetsetinformation.
13 See Mark v. FSC Securities Corporation, 870 F.2d 331 (6th Cir. 1989).



categories of limited offerings and a safe harbopfivate placements. The Arizona equivalent is
Rule 126, sections A through’i.Rule 50%° defines or explains a number of terms and related
matters under Regulation D, including accreditegstor, affiliate, aggregate offering price,
business combinations, calculation of number ofipasers, executive officer, issuer, and purchaser
representative. Rule 58%ets forth the requirements regarding the infaonahat an issuer must
provide a prospective purchaser under each ofxmtions and the safe harbor. Rule’503
describes the notice filing requirement that isliapple to each of the exemptions and the safe
harbor.

Federal Regulation D, Rules 504 through 506, peveixemptions for two categories of
limited offerings and a safe harbor for privatecplaents:

1. Rule 504 (no direct Arizona equivalent, buyrha used in conjunction with Arizona
Rules R14-4-101, R14-4-102, or R14-4-140 or A.R.84-1891 and Rule R14-4-144 or ULOR)
provides an exemption from registration for limitgferings and sales not exceeding $1 million.
Offerings by nonreporting companies (i.e., compamighout a class of equity securities registered
under the federal Securities Exchange Act of 1882(1934 Act”) and not subject to the reporting
requirements of the 1934 Act) of not more than $liamin a 12-month period are exempt from
federal registration under Rule 504, provided #maappropriate federal filing is made. “Blank
check” companies (i.e., companies in the developstagé® with no specific business plan or
purpose or a plan to merge with an unidentified gamy or companies) and investment companies
may not rely upon Rule 504.

Rule 504 allows general solicitation and the séearsold are transferable without
restriction under federal law if the offering is deainone of the two following methods:

1. The securities are sold exclusively in one orenstates that provide for the registration
of the securities and require the public filing aledivery to investors of a substantive disclosure
document before the sale, or

2. The securities are sold exclusively accordingtate law exemptions from registration
that permit general solicitation and general adsiag so long as sales are made only to accredited
investors.

In Arizona, sales of securities relying on fed&ale 504 for an exemption from federal
registration, and in compliance with Rule 504(b)({i), or (iii), may rely on Arizona Rule 140 for
an exemption from registration for offerings toractited investors or register in Arizona as a
“ULOR” or special offering. Offerings under fedeRule 504 that do not comply with Rule

14 Arizona Rule 126 is substantially similar to fealdRegulation D in all material respects, and ciamge with
Regulation D for Rule 505 and Rule 506 offeringuisements generally will result in compliance wihle 126(E) and
(F) when proper filings are made in Arizona.

15 See AA.C. R14-4-126(B).

16 See AA.C. R14-4-126(C).

17 See AA.C. R14-4-126(D). Section A.A.C. R14-4-126(8ly0 provides the amount of the filing fee.

18 «A company shall be considered to be in the tiprent stage if it is devoting substantially dlits efforts to
establishing a new business and either of theuiatig conditions exists: (1) Planned principal giiems have not
commenced. (2) Planned principal operations hawencenced, but there has been no significant revenue
therefrom.” Definition of Terms Used in Regulati8AX 17 C.F.R. § 210.1-02(h).



504(b)(i), (ii), or (iii) generally register or gebn Arizona Rule 101 for sales to existing semsit
holders and/or employe&SArizona Rule 102 for an exemption for restrictedblfr offerings or
some other exemptidn. See the discussion Biile 14Q0 ULOR, andspecial registrationfferings
below.

2. Rule 505 (Rule 126(E) Arizona equivalent) pdea an exemption from registration for
limited offers and sales not exceeding $5 milli@fferings by any issuer of less than $5 million in
a 12-month period to an unlimited number of “aciteetinvestors® plus 35 additional persons are

19 A.A.C. R14-4-101 adds to the class of transast®empt from registration under A.R.S. § 44-16#drings of
securities made exclusively to employees and/atiagi securities holders of the issuer or its slibses. Such
offerings are limited to an aggregate of $500,08¢ the lifetime of the issuer. No commissionsesnuneration of any
kind, other than transfer agents’ fees may be Ipaithe issuer in connection with the distributiorsale of such
securities.

To use the Rule 101 exemption from registratien,dusiness days prior to making an offer an isswst file:

1. anotice filed in duplicate prepared in therfat outlined in Rule 101,

2. afee pursuantto A.R.S. § 44-1861(G),

3. financial statements consisting of a balaneetshs of a date within 90 days of the date opétition and
statements of operations, stockholders’ equityratained earnings, and changes in financial positiothe preceding
three years or such lesser period as the issudreleasin business, prepared in accordance withralgnaccepted
accounting principles, and either audited by aepethdent public or certified independent publioaotant or verified
under oath by an officer, general partner, joimtueer, trustee, or sole proprietor, and,

4. if the issuer is not organized under the lafx@ alomiciled in Arizona, a consent to servicguaicess.

Offerings made pursuant to Rule 101 are addduktolass of transactions exempt under A.R.S. 844-from
offering and dealer registration.

2 AA.C. R14-4-102 adds to the class of transactio®snpt from registration under A.R.S. § 44-18#drimgs of
securities made to not more than ten persons #oAa. Such offerings are limited to an aggrega#100,000 over the
lifetime of the issuer. No commissions or rematien of any kind, other than transfer agents’ feay be paid by the
issuer in connection with the distribution or safisuch securities.

To use the Rule 102 exemption from registratien dusiness days prior to making an offer an isswest file:

1. anotice filed in duplicate prepared in therfat outlined in Rule 102,

2. afee pursuant to A.R.S. § 44-1861(G),

3. financial statements consisting of a balaneetshs of a date within 90 days of the date opétition and
statements of operations, stockholders’ equityratained earnings, and changes in financial positiothe preceding
three years or such lesser period as the issuéreleasin business, prepared in accordance withrglgnaccepted
accounting principles, and either audited by aeeshdent public or certified independent publimaotant or verified
under oath by an officer, general partner, joimtueer, trustee, or sole proprietor, and,

4. if the issuer is not organized under the lafxa adomiciled in Arizona, a consent to servicguaicess.

Offerings made pursuant to Rule 102 are addduktalass of transactions exempt under A.R.S. 844-from
offering and dealer registration.
2L If an issuer is relying on federal Rule 504 forexemption from registration at the federal lebef; would meet
the criteria for a Rule 505 exemption or Rule 5@f¢ harbor, the issuer may rely upon the Arizonawedents of
Rules 505 or 506, which are Rules 126(E) and 126¢F)an exemption from registration in Arizona.

22 Federal Rule 501 (Arizona Rule 126(B)(1)) setthfte definition of accredited investor, whichlirdes eight
categories of investorsSde also Section 413 of the Dodd-Frank Wall Street Refomtt @onsumer Protection Act of
2010, which (1) authorizes the Securities and BxgbZCommission to review the definition of “acctediinvestor”

and adjust the definition by rulemaking and (2) daas that the net worth standard of $1,000,008 fatural person
excludes the value of the primary residence of sattral person.) The introductory language oeRa@l1 provides that
any person who falls within one of the eight catezs or who the issuer reasonably believes fatlsinvone of the
categories, is an accredited investor. This foatiwh permits someone who in fact falls within afi¢he categories to
qualify as an accredited investor even if the iskaé no reasonable basis for believing such pewssran accredited
investor. Investors are accredited if they fdlbiane of the enumerated categories “at the tinteeo$ale of securities to
that person,” regardless of a later change instaftthe person after the sale of securities, agaesignation by the
purchaser from a position as a director of thegissiReasonably believes” is a factual determimesind the steps that



exempt from federal registration under Rule 50%n issuer could be disqualified from using the
rule if it or its affiliates or certain other persoassociated with the offering were the subject of
certain administrative, civil, or criminal actiofs-called “bad boy” provisiong]. Investment
companies are precluded from relying upon Rule 3&gulation D prohibits the use of general
solicitation or advertising under Rule 505. Sd@sisold under Rule 505 are “restricted secutities
and may not be resold without registration or aengation from registration. “Restricted
securities” are securities upon which some limotats imposed on the purchaser’s ability to resell
the securities. Such restrictions may be statedagend printed on the certificate that represent
the security>

3. Rule 506 (Rule 126(F) Arizona equivalent) previplacements. To introduce certainty
into the area of private placements, the SEC addptde 506 of Regulation D as a “safe harbor”

must be taken to establish reasonable belief maywith the circumstances of each case. The emfleigories of
accredited investors are as follows:

1. A natural person whose net worth at the timguo€hase is at least $1 million. Net worth cathegoint net
worth of the investor and investor's spouse. Nettwdoes not included the value of the primanderge of such
natural person.

2. A natural person whose individual income hankie excess of $200,000 in each of the last twwmsyer joint
income with that person's spouse has been in ext8860,000 in each of these years and who rebsoespects to
reach that same income level in the current yAarindividual may rely upon only onaf the income tests for the entire
three-year period. What monies fall within thai¢mcome” is not defined, but is left flexible.

3. Certain institutional investors. These inclbdeks, insurance companies, registered invesitoempanies,
business development companies, savings and Isagiations and similar institutions (e.g., crediioms), broker-
dealers purchasing for their own accounts, and @meplbenefit plans under ERISA advised by a banngs and loan
association, insurance company, or registered timesg advisor. In addition, an accredited investoludes any
employee benefit plan under ERISA that has tosdtasn excess of $5 million or, if the plan if selected, with
investment decisions made solely by accreditedshove.

4. Private business development companies thdtthedefinition in Section 202(a)(22) of the Inveent
Advisers Act of 1940.

5. Any corporation, Massachusetts or similar bessrtrust, partnership, or any organization desdris exempt in
Section 501(c)(3) of the Internal Revenue Codefarated for the specific purpose of acquiring teewsities offered,
with total assets in excess of $5 million.

6. Directors, executive officers, and generalrpag of the issuer, as well as directors, execufiieers, and
general partners of general partners of the isstiee. term executive officer includes the presigeioe president in
charge of a principal business unit, and any gtkesons, including officers of subsidiaries, whdqren a policy
making function for the issuer.

7. Any trust, with total assets in excess of $llioni not formed for the specific purpose of acig the securities
offered, whose purchase is directed by a sophistigaerson. A sophisticated person is a persan‘iads such
knowledge and experience in financial and busimesters that he is capable of evaluating the manitrisks of the
prospective investment.” If the trustee of a tisigt bank or savings and loan association, tiseéwill be qualified as an
accredited investor, regardless of assets, sibe@laor savings and loan association is accreditedher acting in its
individual or fiduciary capacity.

8. Any entity in which all of the equity ownersaccredited investors. The beneficiaries ofst tite not
considered its equity owners. Thus a trust tyfyicannot qualify as an accredited investor in tlsitegory. However,
when powers are retained by the grantors to amereloke the trust, a trust as a legal entity winddleemed not to
exist. Thus, if the grantors of such a revocatist iare accredited, the trust is accrediteded@isties are purchased by
an Individual Retirement Account and the partictparan accredited investor, the account woulddoeedited. If all
participants of an employee benefit or retireméam jare accredited investors under any of the odegyof Rule 501,
except 501(a)(8), then the plan is deemed accdedite
3 See AA.C. R14-4-126(E).

2 AA.C. R14-4-126(G) “bad boy” provisions applytioth 126(E) and 126(F) offerings.
% See 17 C.F.R. § 230.144.



for certain types of private offerings. A “safalhar” is a rule that explicitly states the requients
an issuer must meet. If an issuer complies witbfahe requirements of the rule, it will be deeme
to have complied with the statute. If an issuengles with the requirements of Rule 506 of
Regulation D, the issuer will be deemed to havetheetequirements for the section 4(2) private
placement exemption. Pursuant to Rule 506, offsrof any amount by any issuer to an unlimited
number of accredited investors plus 35 “sophistiapersons are deemed to be exempt from
federal registration under Section 4(2) of the 1888° Regulation D prohibits the use of general
solicitation or general advertising under Rule 58@curities sold under Rule 506 also are redtricte
securities. The National Securities Markets Improent Act of 1996 (“NSMIA”) provides that
securities exempt from registration with the SE@arrules or regulations issued under section
4(2) (i.e. Rule 506) are “covered securities.” zAna’s rules or regulations regarding these
securities are affected by NSMIA. With respectdourities registration requirements, only the
Division’s authority to impose notice filing regaments is preserved in A.R.S. § 44-1843.02(C).
Therefore, issuers relying on the Rule 506 safedrdor an exemption from registration on the
federal level need only file in Arizona a copy afrfa D no later than 15 days after the first sale of
securities in or from Arizona and the initial fijree.

Reliance on any particular exemption in Regulalotioes not act as an exclusive election.
An issuer may always claim the availability of aiier applicable exemption. Regulation D is
available only to an issuer and not to its affdsor others for resale. Thus, Regulation D is not
available for firm underwritings (as opposed totiggfort offerings}’ because securities are resold
by definition in a firm underwriting of securitie€ven though there may be technical compliance
with the Regulation, if an offering is part of aplor scheme to evade the registration requirements
the exemption under the Regulation is not available

If an issuer sells securities to accredited invsstw specific disclosure to the investors by
the issuer is mandatéd.If securities are sold under Rules 505 or 506oiwaccredited investors,
the type of information to be furnished dependshersize of the offering and whether the issuer is
subject to the reporting requirements of the 1984 A

To take advantage of an exemption from regismatitered by the Arizona Securities Act
Rule 126, an issuer must file one copy of Formd later than 15 days after the first sale of
securities in or from Arizona and an amended Fornoater than 30 days after the termination of
an offering under this rule. If the offering isnapleted within 15 days after the first sale, thalyo
one notice need be filéd. Again, if the transaction is exempt from fedeegjistration under Rule
506, no Arizona exemption is required, only thaasoliling under A.R.S. § 44-1843.02(C).

The issuer shall pay the fees prescribed by ARM-1861(E), currently $250 with the
first filing and $100 with the final filing, if thénal filing is made separately from the firsirfi.
The issuer should indicate at the top of the Forfileld in Arizona whether it is relying on Arizona

% See ALA.C. R14-4-126(F).

27 “Firm underwriting” - an underwriter purchasesailithe securities offered by the issuer to thelipund resells
the securities to the public. “Best-efforts” -heit the issuer or its agents do their best tatlselbffered securities to
the public.

% Antifraud provisions are applicable, which pimihimisrepresentations or misleading representation

29 Manual or facsimile signatures accepted. A.A.C48-126(D)(3).

3% A.A.C. R14-4-126(D).



Rule 126(E), Rule 126(F), or federal Rule 506 t®exemption from registration. Federal
Regulation D requires that five copies of Form Cileel with the SEC no later than 15 days after
the first sale of securiti€s.

A dealer or salesman (as defined in A.R.S. § &%)]8ngaged in an offering under Rule
126 shall be registered in Arizona if the dealesalesman is engaged principally and primarily in
the business of making a series of private offeriig'Series” means in excess of four private
offerings in any consecutive 12-month period madavhere in the United States, not just in
Arizona. Federal law may require registration eakesperson if that individual participates in
selling an offering of securities for any issuerenthanonceevery 12 month¥®

C. Rule 140 Accredited Investor Public Offering Exenption.

A.A.C. R14-4-140 (“Rule 140”) is also designedssist small businesses in capital
formation in a manner that does not impose unnacgexpenses. Rule 140 significantly
benefits issuers by allowing them to seek capitahfaccredited investors without registration of
the transaction and in a significantly more co$tafve manner than that of an offering of
securities registered under federal securities mvwke Arizona Securities Act. At the same
time, since initial offers and sales of securifies limited to accredited investors, the risk of
substantial harm to the general investing publienged.

Rule 140 allows issuers who rely on federal R@4&,&and comply with Rule 504(b)(iii),
to offer and sell without registration of the offeg in Arizona securities to accredited investors,
as defined in Rule 126, provided certain conditiaresmet. In addition, issuers may sell their
own securities without registering as a dealer utfue Arizona Securities Act. Officers,
directors, and employees of the issuer not retaioethe primary purpose of making offers of
securities may sell the issuers’ securities in R40 offering without registration as
salespersons. Of course, issuers can use a redistealer to sell their securities if they so
desire.

For an issuer to take advantage of Rule 140 stheer must comply with federal Rule
504, including Rule 504(b)(iii). In addition, tloéfers of securities must specify that sales will
be made only to accredited investors, and salesafrities must be made exclusively to
accredited investors. There is no “reasonable belief” defense for a failte to limit sales to
accredited investors Since initial sales of securities can only belene accredited investors,
no specific information is required to be furnishmdthe issuer to investors. A legend is
required on any offering documents or subscriptioouments®

Certain issuers are ineligible to use Rule 140des federal Rule 504, the issuer may not
be a development stage companyith no business plan or with a plan to engage imerger or
acquisition of an unidentified entity, may not hidgct to the reporting requirements of section

31 17 C.F.R. § 239.500.

32 A.A.C. R14-4-104(4).

33 See15U.S.C. 780 and 17 C.F.R. § 240.3a4-1.
3 A.A.C. R14-4-140(D).

% AA.C. R14-4-140(J).

% Seesupra note 18.
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13 or 15(d) of the Securities Exchange Act of 198% may not be an investment company
under the Investment Company Act of 1940. Addaibn under Rule 140, the issuer may not
be offering a blind podl and the issuer, or any of its predecessors,atfi directors, officers,
general partners, or beneficial owners of 10 paroemore of any class of its equity securities,
or any underwriter of the securities, cannot fathim the disqualification provisions, which
relate to prior securities violatiori.

Issuers must file a copy of Form D within 15 calandays after the first sale within or
from Arizona, a consent to service of process,@y @ the general announcement of the
offering, and the fee in A.R.S. § 44-1861(&).

The issuer must reasonably believe that each psechs buying the securities for
investment purposes and not to resell. Resalssafrities issued in accordance with this rule
are limited to accredited investors for 12 monthartil the issuer registers the securities or
qualifies for another exemptidfi.

D. Listed Securities Exemption.

A.R.S. 8 44-1843(A)(7), as supplemented by A.&RT4-4-115, provides that securities
listed or approved for listing on the New York $tdtxchange, the American Stock Exchange, the
Chicago Stock Exchange, the Pacific Exchange, tiladelphia Stock Exchange, or the Chicago
Board Options Exchange, or approved for quotatiothe Nasdaqg National Market System, and all
securities senior or equal in rank and any wawanght to purchase or subscribe to any of the
foregoing, are exempt from registration in Arizona.

For sales made after October 10, 1996, NSf}ids supplemented by 17 CFR § 230.146,
preempts state filing and fee requirements forrigesilisted or authorized for listing on the New
York Stock Exchange, the American Stock ExcharfgeNational Market System of the Nasdaq
Stock Market, Tier | of the NYSE Arca, Tier | ofgPhiladelphia Stock Exchange, the Chicago
Board Options Exchange, and the Nasdaq Capital éttafide options listed on the International
Securities Exchange; and for securities of the sasuer that are equal in seniority or that are
senior. These securities are defined as coveoenlies.

Dealers or salesmen who offer or sell securitiesmgpt from registration pursuant to A.R.S.
8 44-1843(A)(7) must be registered in Arizona usikbe offer or sale is directed to securities
holders or employees of the issuer or the dealdreosalesman is acting without compensation
other than a standby charge relating to any balahtte offering remaining unsubscribed by
existing securities holders or employees of theeisr through another available exempfion.
Dealers or salesmen who offer or sell covered gasumust be registered in Arizona unless
otherwise exempt

37 A.A.C. R14-4-140(C).
3 A.A.C. R14-4-140(M).
3 A.A.C. R14-4-140(L).
0 A.A.C. R14-4-140(E).
“ 15 U.S.C.77r(b)(1).

2 AA.C. R14-4-104(2).
3 A.R.S. § 44-1843.02(D).
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E. Rule 141 Solicitation of Interest Exemption.

Rule 141 provides an exemption from registratiboffers by an issuer, or a registered
dealer on behalf of the issuer, made solely t@isaln indication of interest in the issuer’s
securities. To use the exemption, the issuer beystr will be, organized under the laws of a state
of the United States or Mexico or a province onitieny of Canada and must not be conducting a
blind pool offering** To use Rule 141, the issuer, its predecessdititas, directors, officers,
general partners, or beneficial owners of 10 per@emore of any class of equity securities must
not be in violation of the “bad boy” provisions taimed in subsection (D) of Rule 141.

Ten business days before its initial solicitatimaler Rule 141, the issuer must file with the
Division a Solicitation of Interest Foffhalong with any other items to be used in the #ation of
interest. Any amendments to these items, or adjiadal items, must be filed with the Division
five business days before they are tSedhe filing fee is $100, under A.R.S. § 44-1861{G)

The issuer must give a copy of the Solicitatiomntdérest Form to an offeree within five
business days of a communication with the offarakess the communication is made by scripted
broadcasts or published notices or advertisent&mdl. communications made under Rule 141 are
subject to the antifraud provisions of the Ariz&eurities Acf?®

While soliciting interest, an issuer may not sbbc accept money or a commitment to
purchase securiti€8. All solicitations under Rule 141 must stop a#ieegistration statement is
filed in Arizona>* An issuer may not make a private offering inaretie on an exemption from
registration under A.R.S § 44-1844(A)(1) or Rulé 1@til six months after the last Rule 141
communication with a prospective investor.

lll.  Registration.

If an issuer cannot or elects not to meet the rements to qualify for an exemption from
registration for its offering of securities andhi@ making offers solely to solicit interest unties
provisions of Rule 141, the issuer must registerdfering prior to making any sales or offers for
sale in Arizona. Some types of offerings may bengx from federal registration, but still require
registration in Arizona and other states in whitfiers or sales will be made. For instance, the3193
Act provides an exemption from federal registrafamntrastate offeringgRule 147) and
Regulation Aof the 1933 Act provides an exemption for offesing to $5 million. Absent any
other exemption, these types of offerings are rexgid in Arizona.

“ AA.C. R14-4-141(B)(1).

% See A.A.C. R14-4-141(J) for the format of and informoat that must be contained in a Solicitation o&hast
Form.

6 A.A.C. R14-4-141(B)(3) and (4).

“" A.A.C. R14-4-141(B)(3).

8 AA.C. R14-4-141(C).

9 AA.C. R14-4-141(H).

0 AA.C. R14-4-141(B)(6).

1 A.A.C. R14-4-141(B)(8).

2 A.A.C. R14-4-141(G).
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The Arizona Securities Act provides for two method registrationgualificationand
description The Arizona Securities Act does not providerégistration by coordination with SEC
registration. Certain securities may be registésedualification pursuant to modified
requirements--those that qualify to be registeseddiinition, those that qualify to be registered by
theuniform limited offeringregistration, and those that qualify gecial registratian

A. Rule 147 Intrastate Offerings.

Section 3(a)(11) of the 1933 Act provides an ex@angdtom the federal registration
requirements for any offer or sale of securitiesegddents of a single state by an issuer whoessid
in or is incorporated in the same state and dogséss in that state. The “intrastate exemption”
has three major components:

1. The issuer must be doing business within e stvhich has been interpreted to mean
having substantial operational activities in tregest

2. All offers and sales must be to residents efstlhate; and

3. The securities that are sold must “come td neshe hands of investors who are
residents of the state.

In an attempt to provide some certainty for thoke wished to rely on the statutory
intrastate exemption, the SEC adopted the “sateohiaof Rule 147. To qualify under the rule, the
issuer must at the time of any offers and saleapeeson residinganddoing businesswithin the
state. Under the rule, an issuer will be deemédx tdoing business within a state if the issuer
derives at least 80 percent of its gross revenoes doing business within the state, has 80 percent
of its assets within the statmd uses at least 80 percent of the net proceeds afftéring within
the state. The issuer must be incorporated isttte to rely on Rule 147. Rule 147 also requires
that the offerees and purchasers be residente stdke of the offering. No resales may be made
outside the state for a period of at least nineth®oafter the date of the last sale.

No federal filing requirement exists to claim #emption. However, state registration or
exemption requirements must be satisfied. Seevdfeloa discussion of registration by
gualificationandspecial registratiom Arizona.

B. Regulation A Offerings.

Federal Regulation A allows issuers to sell upgarfillion of securities in a manner similar
to that of a registered offering. Securities galdsuant to Regulation A are issued at the federal
level pursuant to section 3(b) of the 1933 Act,cliigives the SEC authority to exempt up to $5
million of an offering of securities from the reation requirements of the 1933 Act. Moreover,
securities issued pursuant to Regulation A ardyfteensferable. An important advantage of
Regulation A over SEC registration utilizing SB Faris that by using Regulation A the issuer is
not compelled to become a reporting company urtdet®34 Act unless and until it has
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outstaegéjing a class of equity securities with dinalders and total assets in an amount defined by
statute.

The issuer in a Regulation A offering cannot lbeporting company under the 1934 Act, a
development stage company, an investment compgistared under the Investment Company Act
of 1940, or an issuer of fractional undivided ies#s in oil or gas rights or other mineral righits.
addition, “bad boys” cannot rely on Regulation A.

An issuer may utilize as the basis of the offedogument either Form 1-A, Form SB-2, or
Form U-7. Regulation A generally does not reqaurdited financial statements, although audited
financial statements will be required in Arizonadaussed below. Regulation A allows for so-
called “test-the-waters” pre-offering solicitatiooiindications of interest subject to SEC oversigh
This is accomplished pursuant to a written docuroestripted television or radio broadcast that
provides only limited information about the potahbffering. No sales or commitments to
purchase will be accepted until an offering circwih full disclosure is provided to investors.

In Arizona, a Regulation A offering is made under statute providing for registration by
qualification. Thus, audited financial statemearesrequired. Special registration may be availabl
Seediscussion below“Testing the waters,” or solicitations of intstemay be made in Arizona
pursuant to the provisions Biule 141 discussed above.

C. Registration by Qualification.

Applications for registration of securities offegs are reviewed by two general methods.
The SEC and some states review registration dodgnf@rdisclosure issues only (disclosure
review). Disclosure review means that the docusare reviewed to ensure that the issuer clearly
and adequately discloses all material informatiSome states, including Arizona, also give
registration documents a merit review. Merit rewrequires that the offering not be “unfair or
inequitable® and requires, among other things, compliance thittstatute and rules listed below.
Issuers should review each of the following requeats (as well as the Arizona Securities Act in
its entirety), paying particular heed to § 44-1894{) and A.A.C. R14-4-105, R14-4-106, and
R14-4-107. If an issuer has a unique circumstanodtigating facts that prevent full compliance
with a statute or rule, the issuer should disdggsarticular situation with the Division so thiaet
statutes and rules may be imposed as approprititede facts and circumstances.

1. Section 44-1894(A)(7) (use of proceeds). Shatute requires that the issuer explain in
the offering document the specific uses to whiehdfiering proceeds will be applied and the
approximate amount to be devoted to each use. r@bne@o more than 10 to 15 percent of the net
offering proceeds should be allocated to workingtehor general corporate purposes.
Additionally, no more than 5 percent of the offgrproceeds should be allocated for payment to a
promoter or affiliate for any purpose. If the isswishes to reserve the right to reallocate the
offering proceeds, it should explain the circumsésnunder which it would reallocate the proceeds
and the categories among which the proceeds megablecated. If the issuer is allocating a
portion of the proceeds to use for the acquisibibadditional unidentified businesses, it should
explain the explicit criteria it will review in s&iting an acquisition target. In the event aness

> See 15 U.S.C. §8 78(l) and (m)
* See AR.S. § 44-1921 providing for denial of regisivat
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in a unigue position that prevents full compliamgth the statute, the issuer should explain to the
Division the issuer’s position, why the positiorursique, and why the issuer cannot fully comply
with the statute.

2. R14-4-103 (advertising and sales literatufg)y advertising, communication,
prospectus, or sales literature must be filed thiéhDivision at least three days prior to its pregmb
use.

3. R14-4-105 (promotional securities). This @pplies to corporations that have no or
thin public markets for their shares and have goificant earnings. Securities held by promoters
of these corporations in excess of 15 percenteofdtal securities to be outstanding at the
completion of the proposed offering that have hissmed for less than the following consideration
must be subject to a restrictive sales agreemeatgeriod of up to three years: if issued within
one year prior to the public offering, 85 perceirthe proposed public offering price; if issued
within two years but not less than one year pibrpercent; if issued within three years but nss le
than two years prior, 65 percent.

4. R14-4-106 (options, warrants, and rights tepase). Rule 106 requires the
justification of all grants of options, warrantagdaights to purchase. “Grants” include all the
securities that the company teaghorized for issuance to officers, directors, and other leyges,
whether or not issued or vested at the time obffezing. The grant of these securities that dyali
as incentive securities in accordance with sea@ishof the Internal Revenue Code of 1986 is
considered justified. All nonqualified securitisist conform to the requirements of Rule
106(B)(1) through (5) to be deemed justified.

5. R14-4-107 (promoter’s equity). The organizard promoters of a company must have
paid or contributed capital to the corporationaslitor othetangiblesan amount equal to the
following percentages of the total proposed putifiering: 10 percent of the first $200,000, 5
percent of the second $200,000, and 1 percenedfdtance. For example, the organizers and
promoters must have contributed capital to thearatpn in cash or other tangibles in the total
amount of $76,000 in order to raise $5 million frtma public.

6. R14-4-108 (sales commission and expenses)er@bn the issuer is deemed to have
complied with sales commission and expenses reqairts if an offering meets the requirements of
the National Association of Securities Dealers (‘SIX) with respect to the payment of sales
commissions and expenses.

7. R14-4-110 (installment sales). Marginal safesecurities are permitted on an
installment basis with approximately 50 percentl@aithe time of subscription and the balance
payable within ten months.

8. R14-4-111 (commissions to officers and direx)toAn issuer selling its own securities
may not pay a commission or sales fee to its offjadirectors, or promoters for the sale of such
securities unless they receive no other salargrauneration from the issuer and do not sell
securities in more than one issue at the same time.

9. R14-4-112 (impoundment of funds). Funds held eondition to registration shall be
deposited with an entity prescribed in Rule 112.
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10. R14-4-113 (impound dates). Ordinarily, amnéssnay only attempt for a maximum of
one year to raise the minimum funds necessarpémée its proposed enterprise.

11. R14-4-116 (statements of policy). Securiiesansactions that fall within the
enumerated North American Securities Administra@sociation (“NASAA”) statements of
policy must meet the requirements contained inetlstatements.

12. R14-4-117 (requirements for debt). An issffaring debt instruments must
demonstrate its ability to service its debt oblma as they become due. Such demonstration must
include components outlined in Rule 117.

13. R14-4-118 (statement required in prospectudegle 118 requires a cover legend
essentially stating that the Division has not appdathe offered securities. Additionally, Rule 118
requires a cover legend in six specified instatizaisstates that the securities are speculative.

14. R14-4-119 (requirements for preferred stodi)e Commission may deny registration
of preferred stock if the issuer’s previous adjdstet earnings would not have been sufficient to
pay the issuer’s fixed charges and the dividendsaay redemption requirements, if applicable, of
the preferred stock being offered.

15. R14-4-120 (financial statements). Rule 12&ibes the requirements for audited
financial statements. Additionally, the rule reqaithat an issuer file a consent from any
accountant or other professional expert who hgsapeel or audited any report or opinion for use in
connection with the application for registrationraorexemption from registration.

In addition to the foregoing requirements, theliappon for registration, prospectus,
financial statements, and any exhibit or amendri@mneto must be complete, accurate, and
sufficient for a true appraisal of the securities.

In determining whether to register a public ofigrto raise capital, an issuer should
consider, among other factors, the stage of deneopof the company. Offerings of securities to
raise capital in order to initially establish a qgany may be more appropriately offered to venture
capitalists, as a private offering to sophisticateestors, or as a Rule 140 offering to accredited
investors. Offerings that place the expense akdofiestablishing a company on the general public
without commensurate investment and risk on thiegfahe promoters likely are “unfair and
inequitable” to the investing public and may haifeadiity complying with the above-referenced
rules.

The Corporation Commission may, after a hearingotice and opportunity for hearing as
provided by article 11 of the Arizona Securitied,Anter an order denying registration of an
offering on any of the following ground$:

1. The application for registration or documeilégiftherewith are incomplete, inaccurate,
or misleading, or the information contained thergimsufficient for a true appraisal of the
securities.

® AR.S. §44-1921(1).
* AR.S. § 44-1921.
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2. The issuer or any dealer or salesman desigt@tthage in the sale of the securities
has violated any provision of the Arizona Secwsifiet.

3. The sale of the securities works or would tiendlork a fraud or deceit upon the
purchasers or is or would be unfair or inequitabline purchasers.

4. The issuer is insolvent, or is in an unsoundrfcial condition.

5. The issuer has refused to permit the Corper&mmmission to examine its affairs or
to furnish information required by the Arizona Setoes Act or any rule or order of the Corporation
Commission.

6. The issuer or any officer, director, trustestnper, or other fiduciary or controlling
person of the issuer or person controlled by @ommon control with the issuer has been convicted
within the last five years of a felony or misdem@&anvolving a transaction in securities or of
which fraud is an essential element or is subgeantorder, judgment, or decree entered within the
past three years enjoining or restraining the pefigom engaging in or continuing any conduct or
practice in connection with the sale or purchasgeofirities.

Registration by qualificatiofi requires the filing of the following documents and
nonrefundable filing fee”?

1. Form U-1 - Uniform Application for Registratiof Securitie?’ with attachments that
include the issuer’s organizational documentsutiagerwriting agreement, if any; the indenture, if
any; opinion of counsel as to the validity of igstmof the securities and cons&rand a specimen
certificate of the security to be registered.

2. Ifthe issuer is not domiciled in and organizpeder the laws of Arizona, Form U-2 -
Uniform Consent to Service of Procéss;

3. Form U-2A - Uniform Corporate Resolutithand
4. Prospectus containing the information set fortA.R.S. § 44-1894*

If the securities are being registered under tf33 ¥t, the Director may allow an issuer to file th
same prospectus with the Division as that filedhie SEC® Generally, an issuer will file with

> The “bad boy” provision applicable to offeringspiying for registration by qualification.

% AR.S. §8§ 44-1891 through 44-1898.

* A.R.S. § 44-1892(3). The registration fee is tewath of 1 percent of the aggregate offering peitthe
securities to be sold in Arizona, but the fee shatlbe less than $200 nor more than $2,000.

% AR.S. § 44-1892(1)See also A.R.S. § 44-1893.

®1 A.R.S. § 44-1893(B)See also A.A.C. R14-4-120(D), which requires the filing afconsent from the
professional that the opinion or report may be usembnnection with the filing.

%2 AR.S. § 44-1892(4)See als0 A.R.S. § 44-1862.

% AR.S. § 44-1893(D).

® See A.R.S. §§ 44-1894(A)(9) and (10), 44-1895, and & AR14-4-120 regarding financial statements.
® AR.S. § 44-1896.
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the Division the registration statement that hanldged with the SEC, typically on an S or SB
registration fornf®

After the appropriate documents and fee have fileenwith the Division, the file is
assigned to an examiner for revigwThe examiner may issue a comment letter to theeisasking
for additional information or explanation regardihg offering. The issuer needs to reply to the
comment letter. The most common impediment to @iXipeas registration of an offering is an
issuer’s failure to provide a prompt and adequegpanse to the comment letter. The Division
encourages issuers to discuss a comment lettetheitieviewing examiner.

Every offering registered in Arizona must be sold by aléeregistered in Arizona. This
requirement may be satisfied by one of two me&msoffering may be sold by a dealer registered
with the NASD and Arizona. If this method of diltrtion is to be utilized, the offering document
must be filed with the NASD for review. The filing shiol be made simultaneously with the filing
of the registration statement with the SEC orhaévent no filing is made with the SEC, with the
filing of the application for registration in Arina.

Alternatively, the issuing company may registethwine Division as a dealer in its own
issue®® Under this type of registration, the issuer beesthe dealer for the purpose of selling this
one particular offering. The individuals sellifgetsecurities are either company employees or
individuals hired by the company to sell the seimsi The Division charges a fééor issuer-
dealer registration and the individuals sellinggbeurities may be subject to registration andhigpst
requirements. For additional information on isstealer registration, please contact the Division
and request an issuer-dealer registration infoongtackage or review the information on the
Division’s web site

1. Registration by Definition.

An issuer that meets specific criteria, as sehfiorA.R.S. § 44-1901, may take advantage
of the “fast-track” registration by qualificatiomqzess. Registration under § 44-1901 becomes
effective the latter of:

1. Twenty business days after filing the documemntsept that if an application is filed
with the Division more than ten days after theahitegistration statement is filed with the SEC,
this period is extended by the number of days batvten days after the filing of the initial
registration statement with the SEC and the fibhgn application with the Division;

2. Inthe case of an offering of limited partngushterests, ten business days after filing
any amendment containing such material changé®teegistration statement that recirculation of
the prospectus would be required if a preliminanspectus was circulated;

3. Concurrently with effectiveness of the registrastatement under the 1933 Act; or

% The Director shall determine that the nature amge of the information disclosed is substantiatiyivalent in
informative value to that prescribed under § 444188.R.S. § 44-1896(B).

" A.R.S. § 44-1898.

% See AR.S. § 44-1801(9)(b)

% A.R.S. § 44-1861(B).
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4. A later date as the issuer requésts.

To qualify to use the fast-track registration gahare, the offering must be a firm-
commitment underwriting by a dealer that is a manab& ASD, registered in Arizona, and not an
affiliate of the issuer; if the offering is of skear or units consisting of shares and rights tohase,
the initial offering price of the shares must netidéss than $5 and the exercise or conversion price
for any rights to purchase shares not less thath&3ptal amount of securities offered and sold
must not be less than $3 million; the issuer mustide certain undertakings required by statute;
and the issuer’'s most recent audit report canress reservations about its ability to continua as
going concern or show both negative shareholdgrsteand negative working capitdl. Fast-
track registration is not available if the issueany of its predecessors, affiliates, directofficers,
general partners, or beneficial owners of 10 per@emore of any of its equity securities, or the
managing underwriter of the securities has viol@tted'bad boy” provisions found in § 44-
1901(G).

If qualified to register under § 44-1901, an isdues with the Division the same documents
and nonrefundable filing fee as required for gdraaralification registration, one copy of the
prospectus on file with the SEC in its most redemt, one copy of all amendments or supplements
to the prospectus, and a final prospe&tughe front cover or a sticker attached to thetfomver or
the inside front cover of the prospectus must d¢ortkee legend prescribed in § 44-1901(F). Dealer
and salesperson registration requirements areathe as for general qualification registration.

2. ULOR Offerings.

Recognizing the need for a less expensive retistravenue for small offerings, 8§ 44-1902
of the Arizona Securities Act provides that offggmot exceeding $5 milliéhin any 12-month
period may be registered under the Arizona Seesrfict’'s uniform limited offering registration
pursuant to a modified registration by qualificatimocess? Arizona participates with ten other
states to provide issuers with a coordinated repieess for ULOR offerings for concurrent
registration in two or more of the participatingtss’® Issuers engaging in these types of offerings

O AR.S. § 44-1901(K).

" AR.S. § 44-1901(B)See also § 44-1901(D); the Division may prescribe greateoime and net worth
requirements.

2 AR.S. § 44-1901(E).

3 The aggregate offering price for an offering afigities under Rule 504 is limited to $1 milliorstethe aggregate
offering price for all securities sold within a h@nth period in reliance on any federal exemptidopted pursuant
to section 3(b) or in violation of section 5(a)tbé Securities Act of 1933.

™ AR.S. § 44-1902 and A.A.C. R14-4-134.

> Also known as SCOR or ULEO in some states.

® Arizona, Alaska, Colorado, Idaho, Montana, Nevadeyw Mexico, Oregon, Utah, Washington and Wyoming
participate in the Western Regional Review progthat provides coordinated review for small corperaffering
registration or uniform limited offering registrati and Regulation A offerings. California parteies in the
program for Regulation A offerings. To registeradfering in more than one of the participatingtiasa an issuer
may simultaneously submit its application for rémgigon to the states in which it wishes to registeng with a
Western Regional Review Application Form requestemjonal review. The states will coordinate tlemments
with a lead state (the state in which the corporsis located) and the lead state will commentiig@ork with the
issuer. Registration will occur in all of the ajepl to states when the application is cleared by¢hd state. For
more information, please contact the Division.
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generally rely upon Regulation D, Rule 504, onfdueral level. In order to register securities unde
8 44-1902, an issuer must satisfy the followingecia:

1. The offering may not be a blind pool offeringy.blind pool offering is defined under
A.R.S. 8 44-1801(1) as an offering in which eittiner offering materials do not describe specific
operational plans, or 80 percent or more of thefieting proceeds are not specifically allocated
for the purchase, construction, or development@iiified property or products, for the payment of
indebtedness or overhead expenses, or for otheitiastset forth in the issuer's business plan.

2. The issuer must not be an investment compangduo the Investment Company Act
of 1940.

3. The issuer must not be subject to the reporéggirements of section 13 or 15(d) of
the 1934 Act.

4. The issuer of debt offerings must demonstiaitéyeto service the debt on the basis of
historical financial information. The ability toewat the requirements of federal Regulation S-K,
Item 503(d) will be deemed to be a sufficient desti@tion of ability to service debt. The Division
will require an issuer of preferred stock to mdke@tame demonstration regarding the ability to pay
the preference.

5. The issuer must pay a nonrefundable fee of $250

A.A.C. R14-4-134 provides that an issuer thasfde application to register securities by
gualification under A.R.S. 8 44-1902 shall fileisatbsure document on Form U-7 with the
required exhibits and other required documentfostt in the instructions for use of Form U%7.
Form U-7 is a question and answer form that mayaedegal expenses because the typical issuer
should be able to prepare a first draft for reviigvcounsel. Alternatively, the Division will allow
the use of a more traditional disclosure docunmnt/ided that it provides disclosure of all of the
material information required by Form U-7. The d@oents required to be filed with the Division
include:

1. Financial Statements. An issuer seeking seraver $500,000 in a ULOR offering is
required to submit audited financial statementt¢hd issuer is selling up to $500,000 in secgjtie
then reviewed financial statements are acceptdiiie.issuer must provide an audited (or reviewed,
if applicable) balance sheet as of the end of thst mecent fiscal year. If the company has been in
existence less than one fiscal year, then a bakdrest as of the date within 135 days of the date o
filing the registration statement is requiredthi first effective date of state registration ighim
45 days after the company's fiscal year-end, arahfiial statements for the most recent fiscal year-
end are not available, the balance sheet may titlas end of the preceding fiscal year and an
unaudited balance sheet as of an interim datasit4&s current as the end of the company's third
fiscal quarter of the most recently completed figear must be provided. Also, the issuer must
provide audited statements of income and cash flowlsstatements of changes in stockholders'
equity for the last fiscal year preceding the aditthe most recent balance sheet or such shorter
period as the company has been in existence. ditiad the issuer must provide statements of

7 A.R.S. § 44-1902(B)(7) and § 44-1861(M).
8 Form U-7 and instructions thereto may be obtalmecequest from the Division.
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income and cash flows for any interim period betwihe latest audited balance sheet and interim
balance sheet providéd.

2. Form of selling agency agreement.
3. Company's articles of incorporation and all admeents thereto.
4. Company's by-laws as amended to date.

5. Copy of any resolutions by directors settinghféerms and provisions of capital stock
to be issued.

6. Any indenture, form of note, or other contratforovision containing terms of notes or
other debt, or of options, warrants, or rightsembtfered.

7. Form of escrow agreement for escrow of proceeds

8. Consent to inclusion in the Form U-7 (or otbiéering document) of the accountant's
report.

9. Consent to inclusion in the Form U-7 (or otbiéering document) of the tax advisor's
opinion or description of tax consequences, ifigpple.

10. Consent to inclusion in the Form U-7 (or otbigering document) of any evaluation of
litigation or administrative action by counselagplicable.

11. Form of any subscription agreement to be irsednnection with the distribution of
the securities.

12. Schedule of residence street addresses céidfidirectors, and principal stockholders.

13. Work sheets showing computations of respasggestions 6, 7(a), 8(a), 8(b), and
17(b) of Form U-7.

14. Opinion of counsel that the securities toddé & the offering have been duly
authorized and when issued upon payment of themjferice will be legally and validly issued,
fully paid and nonassessable, and binding on thegaay in accordance with their terms.

15. A copy of the Form D filed with the SEC.
16. Additionally the issuer must file the followituniform Forms with the Division:
a. Form U-1, Uniform Application to Register Setes;

b. If the issuer is not domiciled in and orgadizeder the laws of Arizona, Form
U-2, Uniform Consent to Service of Process; and

® A.A.C. R14-4-134(E).
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c. Form U-2A, Uniform Corporate Resolution.

The Division applies a “modified” merit review appch to ULOR offerings. The
following rules relating to registration of secigit apply to a ULOR offeringf

1. R14-4-103 (advertising and sales literatufd).advertising and sales materials must
be cleared by the Division prior to use. All adigang must be filed with the Division at leasteér
business days prior to the date of its intended use

2. R14-4-105 (promotional securities). “60%” $lha substituted for “15%"” in
subsection C of Rule 105.

3. R14-4-106 (options, warrants, and rights tcipase).
4. R14-4-107 (promoter’s equity).

5. R14-4-108 (sales commission and expense$juln 108, subsection 5, “20%” shall
be substituted for “15%.”

6. R14-4-110 (installment sales).

7. R14-4-111 (commissions to officers and direxjtor

8. R14-4-112 (impoundment of funds) and R14-4-0hPound dates).
9. R14-4-117 (debt offerings).

10. R14-4-118 (statement required on prospectsro

11. R14-4-119 (preferred stock).

As explained above in section Ill.&yery offering registered in Arizona (including ULOR
offerings) must be sold by a dealer registeredrinoha. If a ULOR offering is sold by an issuer-
dealer, sales of securities must be accompanied lryvestor Awareness Bulletin. For further
information, please request a ULOR issuer-deatgstration package from the Division or review
the package on the Divisiongeb site

After the appropriate documents and fee have fileenwith the Division, the file will be
assigned to an examiner for review. The examiragrissue a comment letter to the issuer asking
for additional information or explanation regardihg offering. The issuer will then need to reply
to the comment letter. The most common impedimengxpeditious registration of ULOR
offerings are the issuer’s failure to thoroughigdé¢he requirements set forth in 8 44-1902, A.A.C.
R14-4-134, and the instructions to Form U-7 amd igsuer’s failure to provide a prompt and
adequate response to the comment letter. Thei@wencourages issuers to discuss the comment
letter with the reviewing examiner.

80 See AA.C. R14-4-134()).
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After effectiveness of registration has been gmbiy the Divisiorf! the issuer must
provide the following reports to the Division (i@ié to provide the following reports is deemed to
be a violation of the issuer's registration thay megult in revocation of the issuer's registrgtion

1. Within ten days following every 90-day periaalan completion of the offering:
a. areport stating the number of purchasestenddllar amount of securities sold; and

b. a statement to the effect that no changesamendments to the Form U-7 or sales
and advertising materials provided to the Dividianwe been made, other than those filed with and
cleared by the Division.

2. Within ten days after every six-month periolibleing the effective date of registration
and at such time as the proceeds have been colypietel, a report stating in reasonable detail the
application of the proceeds.

3. Aslong as any securities sold in the offeang outstanding, any reports required by
the Form U-7 or under the 1934 Act to be furnisteeitivestors, unless there are ten or fewer
shareholders and all of such shareholders consentiting to the cessation of such reporting.

4. Any other reports, brochures, letters, or sictilar documents furnished, through any
medium, to investors or such other materials aPttision may determine.

3. Special Registration.

A.A.C. R14-4-144 provides that issuers engagirigufe 504, intrastate, and Regulation A
offerings and small business issuers under the A8BBay apply for a special registration in
Arizona. Such issuers apply for registration uriiticle 7 of the Arizona Securities Act and,
additionally, apply to use the suitability standaset forth in Rule 144 in lieu of the conditiomsla
standards prescribed under A.R.S. 88 44-1876, 44;181-1878, and 44-1921(1), (3), and (4), and
the rules under those sectidfs:Bad boys” under the provisions of A.R.S. § 406185)(1)
through (6) may not use special registraffon.

Rule 144 provides that suitability standards ameased on the purchasers of an offering
instead of imposing certain merit standards oroffeging. The dealer, or the issuer if it is
engaging in the sale of its securities, must haeasonable belief that the purchasers meet the
suitability standardé and the issuer must include a conspicuous legeradl offering documents
that describes the suitability standaftisThe suitability standards are prescribed by R4l and
depend upon whether the offering is listed on theddq SmallCaff' Market®®

8 The Corporation Commission has authority to déwmyregistration pursuant to § 44-1921 as discuiss#HC
herein.

8 AAC. R14-4-144(A). The subject rules are Rul6S, 106, 107, 108, 110, 111, 116, 117, 118, ad 11
8 A.A.C. R14-4-144(E).

8 A.A.C. R14-4-144(B).

8 A.A.C. R14-4-144()).

8 A.A.C. R14-4-144(B) and (C). If the offering isted, the dealer, or the issuer if engaging instie of its
securities, must have a reasonable belief thgtthehaser has a minimum of $100,000, or $150,00&nwh
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Applicants must file the same forms, documentd,faas as described $ection IIl.C
above. The Corporation Commission may, after aifggar notice and opportunity for hearing as
provided by article 11 of the Arizona Securitied, Aanter an order denying registration of an
offering on any of the following ground:

1. Theissuer or any dealer or salesman desigt@trtjage in the sale of the securities
has violated any provision of the Arizona Secwsifiet.

2. Theissuer has refused to permit the Corper&mmmission to examine its affairs or
to furnish information required by the Arizona Setbes Act or any rule or order of the Corporation
Commission.

3. The issuer or any officer, director, trustestmer, or other fiduciary or controlling
person of the issuer or person controlled by @ommon control with the issuer has been convicted
within the last five years of a felony or misdem@anvolving a transaction in securities or of
which fraud is an essential element or is subgeantorder, judgment, or decree entered within the
past three years enjoining or restraining the pefi@mm engaging in or continuing any conduct or
practice in connection with the sale or purchasseotrities.

With the exceptions of the inapplicability of tineposition of certain merit requirements,
the process for a special registration is the sasyescribed in section 11.C. Agaevery offering
registered in Arizona (including special registratofferings) must be sold by a dealer registaned i
Arizona. For further information regarding issuggistration as a dealer, please request an issuer-
dealer registration package from the Division etaw the package on the Divisionigeb site

D. Registration by Coordinated Equity Review.

A.R.S. 8§ 44-1894(E) of the qualification regigtatstatutes authorizes Arizona to
participate with other states (currently 41 jurc$idns) in a program designed to allow issuers to
register in two or more of the participating stafétizing a coordinated review procé§sAn issuer
of common stock, preferred stock, warrants, righnsl, units comprised of equity securities desiring
to register by qualification in Arizona, as welliane or more of the participating states, may
consider using coordinated equity review. To pgdite in the coordinated review process, an
issuer must submit a Form CER-1 to the Pennsy@edairities CommissiShin addition to
making the requisite filings in the states in whichishes to register. The states will submiirthe
comments regarding the offering to two lead st@ire merit state and one disclosure state) based
on guidelines and standards established by thénManerican Securities Administrators

combined with spouse, in gross income during thar gear and a reasonable expectation of the saowarie in the
current year or a minimum net worth of $250,0006300,000 when combined with spouse, exclusiveoaid
home furnishings, and automobiles, with the investrmot exceeding 10 percent of the net worthhdfoffering is
not listed, the dealer, or the issuer if engagmthe sale of its securities, must have a reaseriadief that the
purchaser has a minimum of $150,000, or $200,00wdombined with spouse, in gross income duringthar
year and a reasonable expectation of the same maothe current year or a minimum net worth of 8880, or
$400,000 when combined with spouse, exclusive afdhdhome furnishings, and automobiles, with theatment
not exceeding 10 percent of the net worth.

8 A.A.C. R14-4-144(A) and A.R.S. § 44-1921.

8 See www.nasaa.org for additional information on therfoorate finance” web site page.

8 Ppennsylvania Securities Commission, 1010 Noftstreet, 2 Floor, Harrisburg, Pennsylvania 17102-1410.
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Association, Inc. (‘NASAA”) rather than on eachtsta own statutes and rul&s.The two lead
states will issue one comment letter to the issret,work with the issuer to resolve those
comments. Coordinated equity review is not avilédr registration of blank check, blind pool, or
Regulation A offerings. It is anticipated that mogordinated equity review offerings will be
federally registered using Form SB-2.

E. Registration by Description.

Registration of offerings of securities that méetcriteria of § 44-1871 through § 44-1878
is effective when the appropriate documents aimyffee are filed with the Divisioft. The
offering is not subjected to a merit review. Ré&gition by description is rare because issuets tha
meet the financial criteria typically qualify fon @xchange listing exemption from registrafion.

Registration by description is available for séms, other than real property investment
contracts, that either:

1. Are commodity investment contracts or commodption contracts and the financial
condition of the patrty filing the registration satent meets the requirements of A.A.C. R14-4-
12473

2. Are of an issuer that has been in continuoesation for not less than three years and
has shown for a period of not less than three yohatag the five years prior to the date of
registration average annual net income adjusteatiding back interest expenses net of applicable
income tax benefits arising therefrom of securittelse retired out of the proceeds of sale as
follows:

a. Inthe case of interest-bearing securitieslasstthan one and one-half times the annual
interest charges on such securities and all otltstamding equal rank interest-bearing securities.

b. Inthe case of securities having a specifigaldnd rate, not less than one and one-half
times the annual dividend requirements on suchriiesuand on all outstanding securities of equal
rank.

c. Inthe case of securities without a specifiettidnd rate, not less than 5 percent upon
all outstanding (after the close of the offeringgurities of equal rank, based on the maximum
offering price®*

To register a securities offering by descriptitie, issuer shall pay a nonrefundable
registration fe& and file the following documentation:

% Contact the Division for copies of the guidelitiest are utilized in the coordinated equity revigacess or see
CCH NASAA Reports 1 10,004 seq.

1 A.R.S. § 44-1873(A)See also § 44-1875. If the information filed is insufficieto establish the fact that the
securities are entitled to registration by desimiptthe Division may require additional informatio

92 See AR.S. § 44-1843(A)(7) and A.A.C. R14-4-115.

% AR.S. § 44-1871(A)(1).

“ A.R.S. § 44-1871(A)(2).
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1. Form U-1 - Uniform Application to Register Setias:®
2. A copy of the prospectds;

3. A statement of the facts showing that the seesiare entitled to be registered by
description®

4. Financial statements meeting the standard4f871(A)° and

5. If the person registering the securities isangistered dealer or a corporation
organized under the laws of this state, a Form Urform Consent to Service of Procés.

Again, as explained above in sectlbrC, every offering (including those registered by
description) registered in Arizona must be sol@lgealer registered in Arizona.

V. Conclusion.

Federal and state securities laws provide a nuwoiftaternatives for companies seeking
to access capital. This outline has provided artbyief introduction as to these varied
approaches to raising funds. Issuers seekindlteesririties should consult with knowledgeable
legal counsel, accountants, and investment bamelstermine the alternatives that are best
suited to their situations. The Division is avhli@ato answer any general questions issuers may
have about particular registration forms or thastegtion process in Arizona. The Division also
welcomes issuers desiring a pre-filing conferecaddress any issues that may be of particular
concern. The Division cannot provide legal courssel recommends that issuers discuss their
particular circumstances with their attorneys, actants, and investment bankers.

% See AR.S. § 44-1861(C). The fee is one-tenth of feeet of the aggregate offering price of the seimsrio be
sold in Arizona, but not less than $200 nor moentfi2,000.

% Form U-1 contains the information required by 881872(1)(a) through (d).

% AR.S. § 44-1872(1)(e).

% AR.S. § 44-1872(1)(f).

% AR.S. § 44-1872(1(f).

190 AR.S. § 44-1872(2).
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